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TAX FORUM
ANNE D. SNODGRASS, CPA, Editor
Texas Instruments Incorporated
Dallas, Texas

Lump-sum Distributions from Qualified
Employee Benefit Plans
Section 515 of the Tax Reform Act, amend
ing Sections 402, 403, and 72 of the Internal
Revenue Code, limits the long-term capital
gain treatment formerly accorded lump-sum
distributions from qualified profit-sharing, pen
sion, stock bonus, and annuity plans and pro
vides a special tax computation with respect
to the portion which will be treated as ordinary
income under the new provisions.
The new law limits the capital gain treat
ment of such total distributions to (1) the
amount accrued to the benefit of the employee
during plan years beginning before January 1,
1970, and (2) the portion of the benefits
accrued to the employee after December 31,
1969, which the employee can establish are not
his proportionate share of employer contribu
tions made for plan years beginning after
January 1, 1970. Forfeitures are to be treated
as employer contributions for this purpose. The
employer contributions and forfeitures after
1969 will be taxed as ordinary income, but will
sometimes be eligible for a special averaging
computation under Section 72 of the Internal
Revenue Code.
The burden of establishing the long-term
capital gain portion and the ordinary income
portion of such distributions rests upon the
employee-distributee. He will be obliged to
keep records of amounts allocated to his benefit
or individual account from 1970 forward unless
the employer, or plan administrators, are kind
enough to adjust their record-keeping to pro
vide this information. In either case there are
several problems to be faced in making the
necessary determinations, and it would appear
that employers are going to find it necessary to
furnish employees with some sort of informa
tion to assist them with this determination.
First, it will be necessary to define how
“benefits accrued” will apply to those benefits
only partially vested at December 31, 1969;
sometimes this will be a problem even where
there is full vesting. This is particularly true
under some pension and annuity plans where
employer contributions are computed under an

THE TAX REFORM ACT OF 1969
The Tax Reform Act of 1969 was signed into
law by the President on December 30, 1969,
after a traumatic and stormy trip through the
House of Representatives, the Senate, and
finally the phenomenal reconciliation in the
Conference Committee. While some of the pro
visions were given vast publicity throughout
the entire struggle, others were the result of
last-minute floor amendments in the Senate,
and then the final twists were the result of the
Conference Committee’s effort to iron out
differences and produce a Bill which would be
acceptable to President Nixon.
As a result, many of the provisions are not
adequately backed by Committee Reports and
cannot be interpreted by the most expert of tax
professionals, or even Treasury Department
personnel, without implementing regulations,
temporary rulings, and a great deal of guess
work. Some of these provisions will affect 1969
tax returns and 1970 fiscal year returns—effec
tive dates include April 18, 1969; April 22,
1969; July 25, 1969; July 31, 1969; October
9, 1969; and even December 19, 1969. It can
be expected that the tax returns which are pre
pared this year before the regulations and
rulings are issued will be subject to some
amendments and adjustments on audit.
The primary effort in this column for the
next few issues will be to cover those items of
general interest which will affect tax returns
prepared for 1970 and initially to cover the
items which will require changes in accounting
procedure before year-end in order to comply
with 1970 reporting and filing requirements.
Rather than explaining the obvious, which is
adequately covered in other publications, there
will be an effort to point out the pitfalls which
exist for the unwary.
Two sections which will require some im
mediate accounting and reporting changes
during 1970 are Section 515, dealing with the
taxation of lump-sum distributions from quali
fied employee benefit plans, and Section 231,
liberalizing deductions for moving expenses.
Some caveats relating to these provisions fol
low.
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basis will be treated as an employer contribu
tion. If it is a post-1970 contribution, the
amount of the cost basis will be treated as ordi
nary income upon distribution. However, there
were no comments on what happens when the
securities were purchased on the open market
by the plan or trust itself. In this case, the
possibility exists that the cost basis could be
less than the amount of ordinary income portion
of the distribution which the employee would
have to report if he had taken his distribution in
cash. There arc two possibilities here. Either
the employee will be required to report the full
amount of the ordinary income element of the
distribution and thus pay tax on a portion of
the net unrealized appreciation in the stock, or
he may be allowed to report as ordinary income
only the cost basis in the stock distributed. This
second alternative will allow him to effectively
convert ordinary income to long-term capital
gain. However, this still is the more equitable
treatment because the employee, in electing to
take his distribution in employer securities, has
risked some capital which he could otherwise
receive in cash. If the first method is required,
the employee should then be able to establish a
new basis in the securities.
In addition to the problems inherent in
determining what is ordinary income and what
is long-term capital gain, the employee-dis
tributee then has the complication of comput
ing his tax on the ordinary income portion of
the distribution. For this computation, the
authors of the Tax Reform Bill looked to Sec
tion 72(n) of the Internal Revenue Code
which provides for a special five-year forward
averaging rule for the computation of tax on
lump-sum distributions to owner-employees
under H.R. 10 plans. The five-year averaging
was changed to seven years in the case of dis
tributions under qualified plans, and certain
other refinements were added. In order to be
eligible for this averaging method, the em
ployee must have been a participant in the
plan for at least five “taxable” years prior to the
taxable year of the distribution. His tax would
then be the higher of (1) seven times the in
crease in tax resulting from the inclusion in his
gross income of l/7th of the ordinary income
portion of the distribution or (2) seven times
the increase in tax which would result if his
taxable income for such taxable year equalled
l/7th of the amount by which the ordinary in
come portion of such distribution exceeds his
personal exemptions. If he is at least 59½ years
old, or has died or become disabled, the amount
of compensation (other than deferred compen
sation) received from his employer in the tax
able year of the distribution can be excluded in
computing this tax. The amount of the long

aggregate method of funding and are not allo
cated to individual employees. Even under
those plans which do allocate contributions to
the individual employees, there are some
widely differing methods of funding such
benefits which could affect the amount of
“benefits accrued.” Therefore, two employees
receiving the same distribution, but from two
different plans, could be subject to different tax
burdens simply because of the method of deter
mining the actuarial liability or contribution.
Another question which will affect the deter
mination of the long-term capital gain and
ordinary income portions of a total distribu
tion will be the treatment of cash withdrawals
which are allowed under some profit-sharing
plans. In order for a plan to be qualified, any
provision for cash withdrawals must limit such
withdrawals to employer contributions made
prior to the most recent two plan years; nor
mally there will be other penalties (such as a
forfeiture of a percentage of the withdrawal
amount). The cash withdrawals are always
taxed to the employee-participant as ordinary
income in the year of receipt. Therefore, it may
seem logical to assume that cash withdrawals
would reduce the ordinary income portion of
the final lump-sum distribution when the em
ployee terminates. However, remember that
cash withdrawals from profit-sharing trusts
during 1970, 1971, and 1972 must come from
pre-1970 employer contributions which are in
cluded in the long-term capital gain portion of
the distribution. Also, it is conceivable that an
employee who had never taken a cash with
drawal could take his maximum available
withdrawal several years from now and thus
withdraw both pre-1970 and post-1970 em
ployer contributions. Some tax authorities feel
that this is a problem which may never be
covered by regulations, so trust administrators
will have a decision to make which will affect
the tax liability of plan participants.
The third problem of determination between
the two types of income will occur when the
employee takes his distribution either partially
or fully in employer securities. Under the old
law, the net unrealized appreciation in the
employer securities included in a lump-sum
distribution was not recognized until such time
as the employee sold the securities. At the time
of the distribution he paid tax only on the cost
to the plan or trust, or, if the securities had
been contributed to the plan, the tax was paid
on the employer’s cost basis. The new law at
tempts to preserve this treatment of the un
realized appreciation. The committee reports
are clear that where the securities were con
tributed by the employer, the employer’s cost
14

term capital gain portion can be excluded from
the computation regardless of bis age.
The problem here, once you have learned to
read the statute, is what to do with the standard
or itemized deductions and personal exemp
tions in computing the tax on the ordinary in
come portion. Under the old H.R. 10 rules, the
taxpayer was not allowed to exclude any of his
income in making the computation, so the only
time the second alternative above would result
in a higher tax was when the taxpayer had a
loss which brought his taxable income below
the amount of the distribution. Now we have a
situation which allows, under certain circum
stances, the exclusion of a substantial portion
of the distributee’s income during the taxable
year of the distribution. If he is allowed to
deduct all of his personal exemptions and
standard or itemized deductions from that in
come included in the computation, his result
ing tax may frequently be lower than that
which he would have paid had the entire dis
tribution been taxed as long-term capital gain.
Persons faced with tax planning problems in
this area should recognize that the IRS regula
tions may require the apportionment of deduc
tions and exemptions between the excluded
portion of the income and the portion that is
included in the computation.
In addition to the provisions of Code Section
72 and Sections 402 and 403, there are other
provisions in the Act which can impact the
amount of tax liability on lump-sum distribu
tions from qualified plans. The alternative tax
on long-term capital gains has been increased,
the minimum tax on tax preferences will apply
to the 50 percent of long-term capital gain in
come which is not taxed, and the rules for gen
eral income averaging have been liberalized.

not have to include the reimbursements in his
gross income unless they exceeded actual ex
penses and he did not have to itemize the de
ductions on his tax return unless he had un
reimbursed deductible items.
Section 231 of the Tax Reform Act not only
amended Section 217, which allows moving
expense deductions, but also added new Sec
tion 82 to the Internal Revenue Code. Under
this new section, all reimbursements for moving
expenses must be included in the employee’s
gross income, whether the reimbursement is
paid directly to the employee or to some third
party such as a moving company or real estate
agent. The employer will not be required to
withhold income tax from any reimbursement
if, at the time the reimbursement is made, the
employer can reasonably expect that a cor
responding deduction for moving expenses is
allowable to the employee. This means that the
employer will have to withhold on all items not
covered by Section 217 of the Code. Actually
this has been a requirement for a number of
years but has not been clearly defined and,
therefore, the question of which reimburse
ments were income and which ones weren’t has
been litigated time and again. The employer is
thus faced with a new obligation which may
not be “relief” to him.
Code Section 217 now adds three new
categories of moving expenses to the two
“barebones” types which have formerly been
allowed. These are the reasonable expenses (1)
of traveling, after obtaining employment, from
the former residence to the general location
of the new principal place of work and return
for the principal purpose of searching for a
new residence, (2) of meals and lodgings while
occupying temporary quarters in the general
location of the new principal place of work
during any period of 30 consecutive days after
obtaining employment, or (3) which constitute
qualified residence sale, purchase, or lease ex
penses. The overall limitation for the three new
types of allowable expenses is $2500 and the
total expense for the first two of these new
categories cannot exceed $1000.
There apparently is no limit to the number
of house-hunting trips for which expenses are
deductible, but the statute is rather specific
about the fact that it must be after the em
ployee has obtained employment at the new
location and that each trip must include a re
turn trip to the former residence.
The second category offers some opportunity
for maximizing allowable deductions. The
allowance for temporary living expenses at
the new location is limited to 30 consecutive
days, but there is not a requirement that the

Employee Moving Expenses
The additional relief with respect to em
ployee moving expenses included in the 1969
Tax Reform Act has been the subject of a great
deal of publicity. As a result, most individual
taxpayers eligible for this deduction will be
well aware of their potential tax savings or at
least partially aware that some relief was
granted. Not so well-publicized were the
changes in reporting requirements with respect
to reimbursements for such moving expenses.
As a result there may be some employers who
will be caught short at the end of 1970.
Prior to 1970, reimbursements to employees
for moving expenses which were allowable
deductions were treated in much the same
manner as travel and entertainment expense
reimbursements where there is a complete ac
counting to the employer. The employee did
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deduction must be for the expenses incurred
during the first 30 days. Therefore, if an em
ployee is required to live in temporary quarters
for a period exceeding the 30 days allowed, he
should pick 30 consecutive days during which
the highest expenses were incurred. Obviously,
the temporary living expenses after the em
ployee’s entire family arrives at the new loca
tion will be higher than those incurred by the
employee temporarily alone. Anything he de
ducts will be subject to the dollar limitation
mentioned above.
Any expenses deducted under Section 217 in
connection with selling his old residence cannot
be used to reduce the amount realized on the
sale of the residence for the purposes of de
termining gain. Nor can expenses deducted
under Section 217 in connection with buying a
new residence be added to the cost basis of the
new residence. If he is faced with the pos
sibility of going over the dollar limitation on his
Section 217 deductions, the employee may
want to do some advance planning for the pur
pose of determining which expenses might do
him the most good where. He may derive some
benefit in the future by deducting the expenses
on the sale of his old residence and capitalizing
the excess expenses incurred in purchasing the
new residence. On the other hand, if he is in a
position where he has to report some gain on
the sale of the old residence, it may be benefi
cial to use the expenses related to such sale to
reduce the gain.
The old law required that the distance of the
employee’s new principal place of work must
be at least 20 miles further from his residence
than the old place of work. The new law re
quires a distance relocation requirement of 50
miles. However, rather than being measured by
a straight line on the map, the 50-mile test is

now measured by the shortest of the more
commonly traveled routes between the two
points. This is clearly a help to those people
who might be moving across a bay, or lake, or
mountainous area where roads seldom go as
“the crow flies.”
The new moving expense deductions are not
only available to employees, whether or not
they are reimbursed, but is also now available
to self-employed persons. The rules relating to
self-employed persons are the same as those
outlined above except for the “time” test which
requires that an employee must be employed
full-time at the new location for at least 39
weeks during the first year following his ar
rival. For the self-employed, the “time” test is
78 weeks out of the first 24 months immedi
ately following his arrival at the new location.
No less than 39 weeks must fall within the first
12 months.
The moving expenses are deductible in ar
riving at adjusted gross income and may be
taken whether or not the taxpayer elects to
take the standard deduction. A statement
itemizing such expenses must be attached to
the taxpayer’s return.
If you feel that some of the provisions of the
Tax Reform Act are unnecessarily complex, you
might check out some of the provisions of the
original House Bill which were deleted. The
Senate Finance Committee explained their rea
son for deleting those provisions proposed to
deal with deferred compensation as follows:
“The Treasury Department recommended that
this provision be deleted from the bill. . . . The
Treasury also indicated there are a number of
problems in the practical operation of the pro
vision which it believed had not been solved
satisfactorily.” Long live the Treasury Depart
ment!

AUTOMATED DATA PROCESSING-EDP
(Continued from page 10)
one the machine understands.
The coded sheets are given to a key punch
operator, who punches the data from each line
on a separate card. If the coding sheet contains
20 instructions (lines), when 20 cards are
punched. This deck of cards is referred to as
the source program. After it is checked, the
source program is taken to the computer and a
separate program called a compiler deck is
placed in front. The compiler deck, the source
deck, and a deck of blank cards are loaded in
the computer. The computer translates the
source deck into machine language and punches
out an object program on a deck of cards, on
paper tape, on magnetic tape, or on disks. After
the object program or machine language deck

is tested for accuracy (debugged), the program
is ready to use with live data. The object deck
is put in the hopper of the card reader punch,
followed by the deck with the data. The object
program can be used over and over again
whenever the application for which it was writ
ten is repeated.
Computers have the capacity to store data,
to manipulate data, or to combine old data
with newly entered data. The computer can
do simple operations rapidly and repetitively;
it is accurate; and it almost always operates at
full efficiency. However, the computer must
always be told exactly what to do. This means
programming the machine by flow charting the
job and coding the flow chart.
To he concluded
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